
Regular exam 
 

Problem 1 

Explain the main assumptions and results in the classical Pricipal-Agent 
model. 
 

 The principal has a job that she offers to an agent and offers a compensation w.  

 The value created for the principal, v, depends on the effort e of the agent and some 

random stuff r not controlled by the agent: v = e + r 

 The principal maximizes profits = v – w 

 The agent maximizes his surplus which is equal to compensation minus the effort 

costs: w – c( e).  Effiort costs are convex 

 A key assumption is that the principal cannot observe effort but must base 

compensation on observed value which is a random variable.  Performance pay  

linking pay to the value created  uncertain income for the agent.  

 Another key assumption is that the agent is risk averse.   

  key prediction  more bonus pay the less important r is in v.   
 

Problem 2 

Gneezy and Rustichini (2000), "A fine is a price",  report an experiment to test the 
classical deterrence argument:  if you want less of some activity X, punish those who do 
X.  

a) How did they conduct their test? 

They ran an experiment in kindergartens in Isreal.  They randomly chose some – 
think it was 10 – kindergartens and introduced a fine for parents who came late 
to pick up their kids.  They also had a a control group of kindergartens where no 
such fine was introduced.  They then measured (monthly?) latecoming in the 
treated and control kindergartens to measure the effect of introducing the fine.  
The difference in late coming between treatment and control captures the 
average treatment effect.  

b) What did they find and how did they explain their findings? 

 
The fine INCREASED late coming.  This is contrary to the deterrence argument, the 
prediction there is that more punishment will reduce crime, or more generally if you punish 
x you get less x.  They also detected that when the fine was removed that did not reduce late 
coming back to the initial level.   
 
They offer two explanations.  One is in line with the standard “conomics” motivation theory.  
Parents are uncertain whether the principal at the kindergarten is a tough one that will expel 
them if they come too late, or a midl one who will only fine them.  Introducing a fine reveal 
the type of the principal.  The other explanation is that introducing a fine transformed the 
choice of picking up the kids at contracted time or give yourself 30 min slack from being a 



moral choice to being a market transaction where you can pay yourself some extra time.  
That explains the title of the paper: a fine is a price (that may change the way we perceive 
the consequences of our choices)  

 

 

 

Problem 3 Autonomy 

In the following questions we ask for design and results of some papers. We do not ask for fine details 

like exact numbers or significance levels, only the main outline, e.g. with a verbal description of the 

main results. Relevant criticism of the design or the results in the paper will count positive in the 

grading.  

Several papers in the curriculum have studied the effect of autonomy on productivity.  

In one of these studies, Bernstein (2012), The transparency paradox,, studies a Chinese factory: 

Precision Mobile. He finds that production lines behind curtains are more productive than the other 

lines.  

a) Give some more detail about how the experiment was conducted and the results.  

The factory had 16 production lines, 4 were hidden behind the curtains. They received bonuses 

such that they had incentives to increase productivity of the line. The factory had initially a 

system for transferring good ideas between lines and the idea from the management was that 

transparency would enhance such transfers. The nightshift though the curtains was about 

something going on at days, so they did not realize they were also in an experiment.  

The result showed a substantial increase in productivity (40%) for the lines behind curtains and 

the difference remained more or less constant while the experiment lasted.  

b) Do you think this show that autonomy is good for productivity? 

Autonomy is one possible interpretation. The production lines were supposed to adopt good 

ideas from other lines in the transparency conditions, but could more freely develop their own 

small tricks behind curtains. In a production line the slowest link slows down the whole line, and 

behind curtains shift leader could more freely address the problem at a point along the line 

without being punished for deviating from some best practice.  

A Chinese student insisted that the result would not transfer easily to outside China. And it is 

more about Chinese being afraid to be disobedient than really about autonomy.  

c) The Bernstein-paper also describes a qualitative study. Explain briefly how it was done and 

what the main findings where. 

They had some Chinese students working as regular workers and reporting to the project leader 

in their break. They found that there were tons of small tricks that each line tried to keep secret 

to the managers to avoid the burden of having to impose this on other lines. 

Another paper by Gjedrem and Rege (2017), “The effect of less autonomy on performance in retail”,  

studies a Norwegian chain store. In some stores, sales persons where requested to approach all 

customers entering the store.  



d) How did this affect sales? 

The change increased the total sales in the treated stores.  

e) What does this tell us about the effect of autonomy? 

Here less autonomy increases productivity.  

It is natural to point to the tension between autonomy and a good job description. A job 

description will tell the worker how to do the job and thus leave less autonomy. Whether or not 

to approach all customers is a difficult choice to make and it can also be a cost to the sales 

person to approach a customer who don’t want to be approached. The study indicates that the 

benefits of clear instruction on how to do the job at this point is more important than eventual 

benefits of autonomy.  

This was a field experiment without a random assignment to control and treatment.  

f) What did the authors do to rule out other explanations?  

The change was done in a chain store where some store where franchise and others owned by 

the chain. The change was implemented only in the stores the chain owned, and the other 

formed a control group. They also compared with the year before to rule out seasonal variation.  

A paper by Falk and Kosfeld (2006), “The hidden cost of control”, argues that there is a hidden cost of 

control. 

g) Describe the basic design of their experiment and the key finding. 

The experiment consists of a dictator game where the recipient can choose to force the dictator 

to give a certain amount. The dictator has an endowment of 120 and the amount given to the 

recipient is doubled by the experimenter. The recipient can force the dictator to give a certain 

amount, x; where the amount is 5, 10 or 20, depending on treatment. They uses a strategy 

method so they observe how much is given both with and without the recipient choosing to 

force. 

The key finding is that most dictators give more than 5, but a lot of the dictators who gives more 

will cut back to the minimum amount when they are forced to give a certain minimum. The 

recipient is better of not limiting the choices for the recipient, especially in the 5 and 10 

treatments. 

h) What is your overall assessment of the impact of autonomy on employees’ productivity? 

(Here you can cite other studies as well, if you want.)  

The studies indicate both positive and negative aspects of autonomy. Autonomy allow workers to 

implement small ticks and improvements in the Bernstein study, and the last study also indicate 

that control may backfire and undermine motivation. On the other hand, clear instructions about 

how to best do a job is helpful when the choice is not obvious and when the most productive 

choices are costly to the worker.  

 


